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Introduction/ Statement of Purpose
Currently, Kentucky levies an individual income tax on all income earned by Kentucky
residents at a rate of 5%. A bill approved in 2022 by the Kentucky legislature, KY HB8 for 2022
will phase down the individual income tax rate from 5% to 0% and expand the sales tax to 39
additional classes of services. Incremental decreases in the individual income tax rate depend on
meeting General Fund receipts thresholds established in the bill after an initial reduction of one
percentage point. Kentucky will join the ranks of 9 other states that do not impose an individual
income tax including Alaska, Florida, Nevada, New Hampshire, South Dakota, Tennessee,
Texas, Washington, and Wyoming with this change.
The purpose of this paper is to provide a general overview of KY HB8 and to examine
how other states have performed under similar tax strategies. The short and long-term economic
impact on Kentucky was not examined which is a limitation of the paper. State level financial
information was reviewed to determine revenue generating strategies in Kentucky and several
states with a no individual income tax model. States for this analysis included New Hampshire,
Tennessee, and Florida for comparison to Kentucky. Comparison states were selected based on
these characteristics: 1. New Hampshire provides examples of potential business tax strategies,
2. Tennessee provides information from a state that is geographically parallel and proximal to
Kentucky and 3. Florida exemplifies a state with a prolonged omission of individual income
taxes.
The literature review describes critical public services and fiscal factors linked to the
revenue sources for these states. A more comprehensive examination of the strategies used by
other states may be useful to Kentucky as the elements of KY HB8 for 2022 are implemented.
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Examining revenue generating strategies used by other states without an individual income tax
can identify additional approaches for achieving threshold attainment with KY HB8 for 2022.
Research Questions
1. What are the potential fiscal implications of KY HB for 2022?
2. How do revenue collections for Kentucky compare to collections in other states without
an individual income tax?
3. Are there revenue generating strategies in other states that have the potential to contribute
to revenue collections in Kentucky?
Literature Review
Overview of KY HB8 for 2022
At this time, Kentucky levies an individual income tax on all income earned by Kentucky
residents at a rate of 5%. With the implementation of KY HB 8, approved on April 14, 2022, by
the Kentucky General Assembly, the individual income tax will be reduced and potentially
eliminated (Kentucky General Assembly, 2022). The goal of this bill is to reduce the state’s
reliance on taxes related to production and to increase the reliance on taxes related to
consumption (Legislative Research Commission, 2022). This bill proposes to phase down the
individual income tax rate from 5% to 0% and expanded the sales tax to 39 additional classes of
services. Furthermore, the tax rate will be reduced to 4% for taxable years beginning on or after
January 1, 2023 (Lane Report, 2022). The Kentucky Department of Revenue is then required to
implement future tax rate reductions beginning January 1, 2024, and each following January 1st if
the General Fund receipts thresholds are satisfied. Moreover, receipts to Kentucky’s General
Fund must reach or exceed specified levels. The future rate reductions will occur for taxable
years beginning January 1st following the fiscal year in which General Fund receipts exceed the
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set thresholds. KY HB8 for 2022 limits the maximum annual change in the individual income tax
rate to 1% with the earliest date the tax could phase out completely being on or after January 1,
2031, see Table 1 (Legislative Research Commission, 2022).
Table 1
General Fund Receipts Thresholds
Tax
Rate Effective Dates
5.0% Current
4.0% January 1, 2023
3.5% January 1, 2024+
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%

Target
N/A
$ 13,750,000,000.00
$ 14,500,000,000.00
$ 15,500,000,000.00
$ 16,500,000,000.00
$ 17,500,000,000.00
$ 18,500,000,000.00
$ 19,500,000,000.00
$ 20,500,000,000.00

Source: Legislative Research Commission, 2022
No Income Tax Strategy Motivations
Many states have explored the possibility of reducing or eliminating the individual
income tax to stimulate economic growth. It is believed the potential savings from a no
individual income tax strategy will attract people and businesses to relocate to their respective
state. Supporters of a reduction in the individual income tax believe lower taxes will lead to
better economic growth as the reduction of the tax will increase the level of money going back
into the economy. Moreover, the absence of a tax on individual income increases the level of
earnings thus increasing the purchasing power of the individual. The money saved from taxation
can then be spent on goods, services, investments, savings, and more (Gale & Samwick, 2014).
Also, the increased level of earning potential incentivizes individuals to relocate to states without
a personal income tax thus increasing the labor supply and lowering the unemployment rate
(Gale & Samwick, 2014).
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However, opponents believe lower taxes may decrease revenue collections which could
have a detrimental impact on the budget. The revenue lost from the reduction of the individual
income tax will need to be recouped through other revenue sources with this amount being
determined by a state’s reliance on the individual income tax. If revenue levels do not
sufficiently make up this difference, states will have to bridge this gap through future spending
cuts, future tax increases, or higher levels of borrowing. It is important to ensure financial
sustainability when proposing a reduction in the individual income tax to ensure the quality of
life for the citizenry is maintained. Spending cuts may result in a loss or decline in services that
are directly correlated to the quality of life for the citizenry (Gale & Samwick, 2014). Kentucky
HB8 for 2022 includes safeguards to protect against revenue shortfalls after the initial 1%
reduction in January 2023 (Legislative Research Commission, 2022; The Lane Report, 2022).
States with No Income Tax
There are currently 9 states without an individual income tax including Alaska, Florida,
Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington, and Wyoming. The
lack of an individual income tax in these states means residents in these states avoid paying taxes
on their personal earnings. Although, currently, New Hampshire levies a 5% tax on individual
income from interest or dividends. However, it is important to understand that states without an
individual income tax may need to make up for the loss of revenue through alternative revenue
sources such as increasing property, sales, or excise taxes (Gravier, 2022). Moreover, this loss of
revenue may result in lower levels of investment in social services such as infrastructure,
education, and healthcare.
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Public Services & Fiscal Stability
Revenue sources in Florida, Kentucky, New Hampshire, and Tennessee fund critical
public services and initiatives for economic support in these states. In Kentucky, activities,
operations, and services of the state government are supported by revenues from the General
Fund (Kentucky General Assembly, 2021). Important public services include healthcare,
education, and the provision of quality infrastructure. Rankings of public services and state fiscal
stability were described in U.S. News & World Report (2022). Rankings of state outcomes for
public services and fiscal stability are considered with the understanding that reasons other than
financial support also impact these outcomes. Furthermore, the rankings for Kentucky were
generated during a time when state income taxes were levied. An examination of these rankings
may provide insight to potential areas of concern that require financial support to maintain or
improve the quality of life of the citizenry.
Healthcare
Healthcare is a major contributor to the wellbeing of the citizenry which makes funding
this service an important undertaking for every state. Additionally, a lack of quality health care
increases the financial and public burden on state residents both individually and as a population.
U.S. News and World Report (2022e) ranks the best states for health care in 2019 based on
various categories with a ranking of 1 representing the best in the U.S. and a ranking of 50
representing the worst. A comparison of health care access, health care quality, and public health
will allow for a better understanding of how well states are providing this service to their
citizenry. Health care access accounts for one-third of the ranking and other measurements such
as child wellness visits, health insurance enrollment, adult wellness visits, adult dental visits,
child dental visits, and health care affordability account for the remainder of the ranking. The
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graph in Figure 1 depicts the healthcare rankings for Florida, Kentucky, New Hampshire, and
Tennessee.
Figure 1
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Source: U.S. News & World Report, 2022
In 2019, Kentucky was ranked the worst of the four states with an overall ranking of 44
meaning it is the 44th best state for healthcare. Kentucky ranks 16th in health care access, 46th in
health care quality, and 46th in public health. In 2019, Tennessee ranked 40th overall with a
ranking of 37th in health care access, 23rd in health care quality, and 43rd in public health.
Tennessee ranked 39th in healthcare spending in 2014 (Probasco, 2022). In 2019, Florida ranked
25th overall while ranking 41st in health care access, 18th in health care quality, and 13th in
public health. Florida spent $31 more per capita than the national average on healthcare in 2014
(Probasco, 2022).
The highest ranked state of the four states was New Hampshire with an overall ranking
of 13th. New Hampshire ranked 9th in health care access, 22nd in health care quality, and 15th in
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public health. New Hampshire’s healthcare spending came in at 9th in the United States in 2014
(Probasco, 2022).
Education
Education is an important service to all states as many individual and family goals are
tied to the accessibility of quality education. A state with a higher education ranking is more
likely to result in migration to the respective state. U.S. News and World Report ranks the states
with the best education by measuring collegiate and Pre-K to 12 education. Higher education
represents half of the total ranking, and it involves evaluating the share of citizens with college
degrees in each state, the time it takes students to complete two and four year college programs,
the cost of in-state tuition and fees, and the level of indebtedness of graduates (U.S. News &
World Report, 2022f). Pre-K to 12 education represents the other half of the total ranking with
this subcategory measuring high school graduation rates, preschool enrollment, standardized test
scores among eighth-graders, and college readiness based on SAT and ACT scores. The graph in
Figure 2 depicts the education rankings for Florida, Kentucky, New Hampshire, and Tennessee.
Figure 2
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Source: U.S. News & World Report, 2022
In 2019, Kentucky ranked the worst out of the four states with a ranking of 36 meaning it
is the 36th best state for overall education. Kentucky ranked 38th in higher education and 33rd in
Pre-K to 12 education. Tennessee ranked as the 33rd best state for education with a ranking of 29
in higher education and 31 in Pre-K to 12 education. Tennessee spent $9,868 per pupil in 2019
while earning a C from the Equality State for its distribution for school funding in 2015
(Probasco, 2022). In 2019, New Hampshire ranked as the 13th best state for education with a
ranking of 46 in higher education and 4 in Pre-K to 12 education. However, New Hampshire’s
spending on education was one of the lowest in the northeastern region of the United States in
2019 at $17,462 per pupil. Moreover, New Hampshire received a grade of D from the Education
Law Center for its distribution of school funding (Probasco, 2022). Florida ranked the highest
out of the four states with an overall ranking of the 3rd best state for education as the state ranked
1st in higher education and 16th in Pre-K to 12 education. However, ranking first in higher
education has boosted the overall ranking as Florida funded the school system at one of the
lowest rates in the United States as of 2019 at $9,645 per pupil (Probasco, 2022).
Infrastructure
The quality of a state’s infrastructure is a direct contributor to the quality of life of its
citizenry. The quality of roads and bridges and the use of renewable energy were major factors in
ranking the best states for infrastructure (U.S. News & World Report, 2022g). U.S. News and
World Report ranks the states with the best infrastructure by measuring their energy, internet
access, and transportation infrastructure. Energy represents a third of the total ranking and it
evaluates renewable energy usage, reliability of power grids, and the average cost of electricity
(U.S. News & World Report, 2022h). Also, internet access represents a third of the total ranking
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and it evaluates the percentage of households with a broadband internet subscription and those
with access to high speed broadband. This is an important consideration as fast internet is
continuing to become more prominent with technological advancements thus making it a vital
instrument for the success of business in the state (U.S. News & World Report, 2022i).
Transportation accounts for the final third of the total ranking and it entails the measurement of
commute time, road quality, bridge quality, and public transit usage (U.S. News & World
Report, 2022j). The graph in Figure 3 depicts the infrastructure rankings for Florida, Kentucky,
New Hampshire, and Tennessee.
Figure 3
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Source: U.S. News & World Report, 2022
In 2019, New Hampshire ranked the worst of the four states with a ranking of 34 meaning it is
the 34th best state for infrastructure. New Hampshire ranked 44th in energy, 4th in internet access,
and 41st in transportation. New Hampshire received a grade of C- for its infrastructure spending
in 2017 according to the American Society of Civil Engineers (ASCE) which is reflected in this
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2019 ranking (Probasco, 2022). In 2019, Florida ranked as the 20th best state for infrastructure
with a ranking of 23 in energy, 19 in internet access, and 19 in transportation. Florida received a
C grade for its infrastructure in 2021 according to ASCE (Probasco, 2022). In 2019, Kentucky
ranked as the 18th best state for infrastructure with a ranking of 34 in energy, 17 in internet
access, and 14 in transportation. In 2019, Tennessee ranked as the 17th best state for
infrastructure which is the highest ranking out of the four states. Moreover, Tennessee ranked
32nd in energy, 16th in internet access, and 11th in transportation. However, the ASCE noted that
4.4% of the state’s bridges and 276 of the state’s dams are antiquated in some way (Probasco,
2022).
Fiscal Stability
Fiscal stability is an important component to each state’s government as it ensures the
success of government-sponsored programs and projects that are directly correlated to the quality
of life of the citizenry. U.S. News and World Report (2022k) ranks the states with the best fiscal
stability through the measurement of long-term fiscal stability and short-term fiscal stability with
each representing a half of the overall ranking. Long-term fiscal stability evaluates a state’s
ability to fund current obligations while simultaneously ensuring a stable economic future.
Moreover, it accounts for a state’s ability to fund long-term pension obligations and issue bonds
at satisfactory costs (U.S. News & World Report, 2022l). Whereas short-term fiscal stability is a
measurement of a state governments ability to sufficiently fund immediate financial obligations
which reflects a balanced budget (U.S. News & World Report, 2022m). The graph in Figure 4
depicts the fiscal stability rankings for Florida, Kentucky, New Hampshire, and Tennessee.
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Figure 4
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In 2019, Kentucky ranked the worst out of the four states with a ranking of 48 meaning it
is the 48th best state for fiscal stability. Kentucky ranked 48th in long-term fiscal stability and 47th
in short-term fiscal stability. New Hampshire ranked as the 33rd best state for fiscal stability with
a ranking of 29 in long-term fiscal stability and 27 in short-term fiscal stability. Florida ranked as
the 8th best state for overall fiscal stability with a ranking of 11 in long-term fiscal stability and 9
in short-term fiscal stability. Tennessee ranked the highest out of the four states with an overall
ranking of the 3rd best state for fiscal stability as the state ranked 1st in long-term fiscal stability
and 11th in short-term fiscal stability.
Research Design/ Data Collection
To further address the research questions, a descriptive research design was used to collect
and analyze data. Data sources included financial reports from Kentucky along with other states
without individual income taxes, a literature review, and published expert opinions regarding KY
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HB8 for 2022. A case study method was used to describe the components of KY HB8 for 2022
and the potential financial implications for Kentucky.
Publications were reviewed to determine motivations for transitioning from an individual
income tax model to a no income tax model. Journal articles, legislative documents, and
governmental and financial reports were reviewed to obtain information describing KY HB8 for
2022 and state financial data. Methods for generating revenue in lieu of the individual income
tax and state rankings for service metrics were identified for New Hampshire, Tennessee,
Florida, and Kentucky.
Strategy/Sources Used
The revenue sources of selected states were compared to current and new revenue sources
outlined in KY HB8 for 2022 to determine potential impacts on revenue collections. A
comparison of Kentucky practices to the practices in these states identified sources of revenue
that could facilitate Kentucky’s ability to meet the General Fund receipts thresholds specified in
KY HB8 for 2022. Public services funded by the revenue sources along with state rankings were
emphasized in the literature review and discussed with conclusions.
Limitations of Study
This paper focused on the examination of financial data from three states without an
individual income tax, New Hampshire, Tennessee, and Florida, and one state, Kentucky, with
recent changes in individual income tax laws. To create a concise paper, financial information
from all 9 states without an individual income tax was not reviewed which could be considered a
limitation. An examination of the revenue sources for all 9 states without an individual income
tax may have provided additional examples of strategies appropriate for Kentucky’s financial
planning. An additional limitation is the absence of KY HB8 for 2022 General Fund receipts
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thresholds data due to the newness of the bill, as the data are not available at the time of this
study. This limits the ability to quantify the amount of support or additional strategies that would
be necessary to meet threshold goals.
Findings
State Revenue Sources
New Hampshire
New Hampshire does not tax individual income rather there is an Interest and Dividends
Tax (I&D Tax) which levies a 5% tax on individual income from interest or dividends. However,
the state recently enacted legislation to phase out the I&D Tax at a rate of 1% each year
beginning December 31, 2023, with the tax being repealed beginning December 31, 2026. This is
important to note as the review of New Hampshire’s revenue collections will include individual
income tax revenue, but this revenue is strictly from taxes on interest and dividends (New
Hampshire Department of Revenue Administration, 2022a).
Also, the state does not implement a sales tax, but it does levy excise taxes which
includes taxes on alcohol. New Hampshire has the third highest average property tax rate in the
country at 1.86% of property values (Probasco, 2022). Yet, the major revenue source for the state
is its two-pronged business tax. The state taxes income from business activity via a Business
Profits Tax and taxes compensation, interest, and dividends paid out by a business via a Business
Enterprise Tax (Minnesota Public Radio, 2021). New Hampshire’s state and local tax burden is
6.84% which ranks fifth in the United States. Additionally, the state ranks fourth on the U.S
News & Worlds Report best places to live list and 38th in the nation for affordability (Probasco,
2022). Table 2 depicts New Hampshire state government tax collections from 2017 to 2021.
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Table 2
New Hampshire State Government Collections from 2017 to 2021
(Data shown in thousands of dollars)
Tax Category
2021 Total
2020 Total
2019 Total
2018 Total
2017 Total
Total Taxes
3,304,805
2,780,971
2,900,719
2,908,903
2,515,990
Property taxes
398,400
408,361
406,955
409,868
408,410
Sales and gross receipts taxes
     General sales and gross receipts
0
0
0
0
0
     Selective sales and gross receipts taxes
          Motor fuels
121,800
148,331
186,131
183,916
168,358
          Alcoholic beverages
0
0
0
0
0
          Public utilities
42,003
41,893
43,012
48,245
53,079
          Insurance premiums
127,629
123,875
131,156
112,065
109,232
          Tobacco products
244,700
239,666
196,547
204,754
203,856
          Pari-mutuels
422
381
443
481
556
          Amusements
340
340
542
533
528
          Other selective sales and gross receipts
454,313
378,913
445,499
402,758
360,970
License taxes
     Alcoholic beverages
18,362
18,465
17,764
17,884
18,706
     Public utilities
17,668
17,595
21,466
20,491
17,221
     Motor vehicles
100,157
93,036
84,331
83,968
88,377
     Motor vehicle operators
8,534
7,908
8,341
8,803
8,062
     Corporations in general
3,350
3,103
3,165
2,696
3,891
     Hunting and fishing
13,829
14,404
12,698
11,945
11,347
     Amusements
350
311
379
349
326
     Occupation and businesses
211,761
200,095
238,648
206,182
191,422
     Other license taxes
37,094
34,955
8,051
7,766
3,569
Income taxes
     Individual income
194,895
141,344
125,397
106,201
102,512
     Corporation net income
1,110,300
749,867
819,713
918,393
601,116
Other taxes
     Death and gift
0
0
0
0
0
     Severance
0
0
0
0
0
     Documentary and stock transfer
198,898
158,128
150,481
161,605
164,452
     Other taxes, NEC
0
0
0
0
0

Source: United States Census Bureau, 2022

Over the past five years New Hampshire has generated most of its revenue from the
corporate income tax which generated approximately $1.1 billion in 2021. New Hampshire is
unique as it has a two tier corporate income tax which consists of the Business Profits Tax (BPT)
and the Business Enterprise Tax (BET). The BET taxed the enterprise tax base at a rate of .60%
in 2021 with this rate reducing to .55% after December 31, 2022. Moreover, the enterprise tax
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base is a sum of all compensation paid or accrued, interest paid or accrued, and dividends paid
by the business enterprise. The BPT is a tax on income from conducting business activity within
the State of New Hampshire. The BPT taxed this income at a rate of 7.7% in 2021 with this rate
reducing to 7.6% on or after December 31, 2022 (New Hampshire Department of Revenue
Administration, 2022b). These two taxes combined produce New Hampshire’s highest individual
source of revenue, furthermore, there are additional taxes that generate high levels of revenue for
the state when examined by category. Figure 5 depicts the percentage of total State Government
Collections in 2021 by tax category.
Figure 5
New Hampshire State Government Tax Collections 2021
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Source: U.S. Census Bureau, 2022
In 2021, the selective sales and gross receipts were the 2nd largest revenue source for the
state. The other selective sales and gross receipts and tobacco products contributed to most of the
revenue within this category with respective collections of $454,313,000 and $244,700,000.
Property taxes and license taxes generated 12% of total state revenues in 2021 with amounts of
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$398,400,000 and $411,105,000.00. Both the individual income tax and other taxes categories
represent 6% of total state revenues in 2021. The individual income tax totaled receipts of
$194,895,000 whereas the other taxes totaled receipts of $198,898,000. The low level of revenue
collections from the individual income tax reflects the no income tax strategy with this amount
representing the 5% tax on income from interest or dividends only. Overall, the business taxes
and the selective sales and gross receipts taxes are important to ensure the generation of revenue
in the absence of a general sales tax and an individual income tax on personal income.
Tennessee
Tennessee is similar to New Hampshire as the state does not tax personal income, rather in
the past there was a 6% tax on dividends and interest income. This tax, known as the Hall
Income Tax, began a six year phase out in 2016 with the repeal of this tax beginning on January
1, 2021 (Tennessee Department of Revenue, 2022a). The repeal of the Hall Income Tax made
the state completely free from any form of taxation on individual income. This legislation was
passed to boost the economy and the state expects to attract retirees who greatly depend on
investment income (Probasco, 2022). Tennessee’s total tax burden is the second lowest in the
nation at 5.74% and it ranks 17th in affordability. Overall, the state ranks 29th on the U.S News &
Worlds Report best places to live list (Probasco, 2022). When reviewing the collections, notice a
steady decline in individual income tax receipts due to the 1% yearly phase out of the Hall
Income Tax. Table 3 depicts Tennessee state government tax collections from 2017 to 2021.
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Table 3
Tennessee State Government Collections from 2017 to 2021
(Data shown in thousands of dollars)
Tax Category
2021 Total
2020 Total
2019 Total
2018 Total
2017 Total
Total Taxes
21,100,139
17,720,462
17,060,499
15,969,886
15,392,743
Property taxes
0
0
0
0
0
Sales and gross receipts taxes
     General sales and gross receipts
12,134,358
9,945,245
9,681,171
9,197,490
8,738,486
     Selective sales and gross receipts taxes
          Motor fuels
1,252,358
1,167,998
1,228,285
1,126,675
1,002,007
          Alcoholic beverages
236,872
169,240
215,110
192,726
175,618
          Public utilities
6,426
8,905
7,836
3,053
8,293
          Insurance premiums
1,128,793
1,064,213
985,121
972,162
885,165
          Tobacco products
236,434
247,870
238,320
242,747
255,383
          Pari-mutuels
0
0
0
0
0
          Amusements
0
0
0
0
0
          Other selective sales and gross receipts
754,501
858,401
432,173
394,217
374,031
License taxes
     Alcoholic beverages
22,658
22,195
20,579
20,478
19,746
     Public utilities
0
0
0
0
0
     Motor vehicles
382,163
362,515
365,244
365,161
321,706
     Motor vehicle operators
39,687
56,582
59,408
60,513
58,621
     Corporations in general
1,369,611
1,011,901
1,035,943
953,064
904,737
     Hunting and fishing
58,421
55,093
48,030
47,015
46,416
     Amusements
310
266
265
310
235
     Occupation and businesses
379,378
365,017
348,928
327,316
308,280
     Other license taxes
3,273
2,926
2,883
2,951
2,991
Income taxes
     Individual income
81,774
147,974
206,807
214,907
276,131
     Corporation net income
2,517,780
1,867,284
1,857,278
1,541,467
1,731,256
Other taxes
     Death and gift
494
1,365
256
589
4,878
     Severance
656
495
1,066
913
1,155
     Documentary and stock transfer
451,396
326,355
277,972
257,981
239,174
     Other taxes, NEC
42,796
38,622
47,824
48,151
38,434

Source: U.S. Census Bureau, 2022
The main revenue source over the past five years for the State of Tennessee has been general
sales and gross receipts. The general sales and gross receipts taxes collected approximately $12.1
billion dollars in 2021 thus making it an important revenue source for the state. Gross receipt
taxes are levied on certain business activities with any receipts subject to this tax being exempt
from the Business Tax (Tennessee Department of Revenue, 2022b). Whereas the sales tax is
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comprised of two elements which are the state portion and the local portion, the local sales tax
rate varies by county and/or city while the state sales tax is a flat rate of 7%. The most common
items subject to the sales tax include retail sale of tangible personal property and certain services
such as lodging services, telecommunications services, and installation or repair of tangible
personal property. Additionally, items such as specified digital products, computer software,
amusements, and warranty contracts covering tangible personal property and computer software
maintenance contracts are subject to the sales tax (Tennessee Department of Revenue, 2022c).
The general sales and gross receipts revenue collections are crucial to the state’s budget but there
are other taxes also important to the state’s budget when examined by category. Figure 6 depicts
the percentage of total State Government Collections in 2021 by tax category.
Figure 6
Tennessee State Government Tax Collections 2021
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Source: U.S. Census Bureau, 2022

Page 21
In 2021, the second largest revenue source for the state of Tennessee was selective sales
and gross receipts. Motor fuels and insurance premiums made up for most of the revenue within
this category with respective collections of $1,252,358,000 and $1,128,793,000. The corporate
income tax represented 12% of total state government collections in 2021 whereas the license tax
made up 11%. Moreover, the corporate income tax generated revenues in the amount of
$2,517,780,000 and the license tax generated revenues of $2,255,501,000. Other taxes accounted
for 2% of total state government collections in 2021 with receipts totaling $495,342,000. The
individual income tax collections only totaled $81,774,000 with this amount representing the tax
on dividends and interest income. The amount of collections from the individual income tax was
minimal in 2021. Property taxes do not contribute to state government tax collections as property
taxes are collected at the local level. The Comptroller of the Treasury has a division known as
the Division of Property Assessments that ensures policies and procedures are being followed,
provide technical assistance during re-appraisal programs, and provide manuals and educational
programs for use by assessors (Tennessee Department of Revenue, 2022d). Overall, Tennessee’s
revenue generation strategy relies heavily on general sales and gross receipts as well as selective
sales and gross receipts in lieu of a tax on individual income.
Florida
Florida generates substantial revenue from agriculture as it leads the southeast in farm income
with Florida groves producing approximately two-thirds of the oranges in the country (U.S.
News & World Report, 2022c). Also, Florida features warm temperatures that attract both
retirees and tourists which is leveraged to generate higher revenue collections by levying sales
and excise taxes that are above the national average. Florida experiences more than 100 million
visitors a year due to its beaches, amusement parks, and cruise ships departing from ports on
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both coasts thus making tourism a major component to the states Gross Domestic Product
(GDP). Moreover, the revenue collections from tourism accounts for a considerable portion of
the state’s sales tax which has enabled Florida to implement and maintain a no individual income
tax revenue model (U.S. News & World Report, 2022c). This model is reflected by the state’s
overall tax burden being just 6.97% which is the sixth lowest in the United States.
According to the Florida Policy Institute (2022), the state’s no individual income tax
strategy makes Florida’s tax system one of the most regressive in the nation. Moreover, Florida
residents with the lowest income pay the most in state and local taxes whereas the wealthiest pay
the least in shares of household income (Florida Policy Institute, 2022). The state is ranked
10thon the U.S News & Worlds Report best places to live due to its unique qualities despite being
ranked 31st in affordability due to higher than average housing costs (Probasco, 2022). The
regressive nature of Florida’s tax strategy is reflected by their state government tax collections
data. Table 4 depicts Florida state government tax collections from 2017 to 2021.

Page 23
Table 4
Florida State Government Collections from 2017 to 2021
(Data shown in thousands of dollars)
2020 Total
2019 Total
2018 Total
2017 Total
Tax Category
2021 Total
Total Taxes
54,964,907 44,045,819 46,542,652 44,421,054 43,256,137
Property taxes
0
0
0
0
0
Sales and gross receipts taxes
     General sales and gross receipts
33,965,618 26,716,673 28,466,000 27,222,900 27,062,600
     Selective sales and gross receipts taxes
          Motor fuels
4,075,280
3,659,350
4,035,050
3,937,895
3,802,050
          Alcoholic beverages
336,315
313,510
300,823
292,931
290,009
          Public utilities
2,246,450
2,235,570
2,280,210
2,338,714
2,382,710
          Insurance premiums
1,019,550
892,810
897,080
775,800
738,260
          Tobacco products
1,122,752
1,134,647
1,107,719
1,156,612
1,015,366
          Pari-mutuels
12,063
10,641
11,963
12,216
12,580
          Amusements
178,210
178,210
178,210
177,576
177,576
          Other selective sales and gross receipts
194,850
175,540
234,730
469,919
601,020
License taxes
7,948
9,115
7,647
8,857
     Alcoholic beverages
8,178
42,621
38,939
30,123
23,845
     Public utilities
39,042
1,446,665
1,420,585
1,387,059
     Motor vehicles
1,516,500
1,451,442
     Motor vehicle operators
180,187
173,003
174,688
168,205
163,326
254,283
256,350
249,346
239,646
     Corporations in general
273,216
     Hunting and fishing
19,353
18,087
16,522
15,927
16,475
     Amusements
2,280
2,931
2,626
3,351
2,671
     Occupation and businesses
198,839
190,830
190,991
185,140
179,940
     Other license taxes
303,914
262,616
293,536
76,954
8,837
Income taxes
     Individual income
0
0
0
0
0
     Corporation net income
2,540,820
3,282,230
3,493,490
2,803,430
2,257,550
Other taxes
     Death and gift
0
0
0
0
0
     Severance
28,100
31,840
27,510
36,071
34,200
     Documentary and stock transfer
5,750,720
3,755,220
3,289,180
3,038,244
2,852,770
0
     Other taxes, NEC
0
0
0
0

Source: U.S. Census Bureau, 2022

The largest revenue source for the state of Florida was their general sales and gross receipts.
General sales and gross receipts collections totaled approximately $34 billion in 2021
representing 62% of Florida’s total state government collections in 2021. This high reliance on
sales tax demonstrates the regressive nature of the state’s tax structure. Moreover, some of the
most regressive taxes include property taxes, sales taxes on goods, and selective sales taxes
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(Horton et al., 2022). The data demonstrates Florida’s dependence on general sales and gross
receipts revenue collections and there are other taxes that make important contributions to the
state’s budget when examined by category. Figure 7 depicts the percentage of total State
Government Collections in 2021 by tax category.
Figure 7
Florida State Government Tax Collections
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Source: U.S. Census Bureau, 2022
Selective sales and gross receipts account for the second largest source of revenue
representing 17% of total state government collections in 2021. The combination of selective
sales and gross receipts along with general sales and gross receipts represent approximately 80%
of total state government collection in 2021. As previously mentioned, this high reliance on sales
taxes will burden low-income households as it will equate to a higher percentage of their total
earnings whereas it will benefit high-income households as it will equate to a lower percentage
of their total earnings. Florida is unique as the state generates a substantial amount of tourism
which is reflected by estimates that 13 percent of all general revenue is derived from tourism-
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driven sales tax collections (Florida Policy Institute, 2022). Moreover, many states cannot realize
this level of tourism driven sales tax collections as Florida has many tourist attractions such as
beaches and Disney World.
Other taxes accounted for 10% of total state government collections in 2021 for a total of
$5,778,820,000. Furthermore, $5,750,720 of this amount comes from documentary and stock
transfer taxes. A documentary tax is an excise tax that is levied on specific documents executed,
delivered, or recorded in Florida. A couple of examples include deeds which are documents that
transfer an interest in Florida real property and promissory notes which are mortgages and
written obligations to pay money (Florida Department of Revenue, 2022a). Corporate taxes
account for 6% and license taxes account for 5% of total state government collections in 2021
with respective receipts totaling $3,493,490,000 and $2,541,509,000. The motor vehicles tax
collections account for the majority of license taxes with receipts totaling $1,516,500,000 in
2021. The property tax and individual income tax collections represent 0 percent of total state
government collection 2021. Furthermore, the state of Florida does not levy a tax on individual
income and does not collect property taxes at the state level rather local governments are
responsible for administering property tax. Similar to Tennessee, the State of Florida’s
Department of Revenue implements a Property Tax Oversight program to assist local
government officials, including property appraisers, tax collectors, and value adjustment boards
(Florida Department of Revenue, 2022b). Overall, Florida utilizes a regressive revenue
generating strategy as there is not an individual income tax and 80 percent of total state
government collections are generated through the sales tax.
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Kentucky
The state of Kentucky is below the national average as it relates to personal income growth,
gross state product growth, and state migration (Loughead et al., 2021). The state has a revenue
generating strategy that entails various revenue sources with the individual income tax
historically generating the highest level of revenues for Kentucky. Moreover, the individual
income tax is the General Fund’s largest revenue source and sales and use taxes are the second
largest. The General Fund is spent on education, criminal justice, human services, Medicaid, and
other critical services which makes it important to ensure sufficient revenue levels (The
Kentucky Center for Economic Policy, 2016).
In 2018, the Kentucky General Assembly reduced the individual income tax rate to 5%
and extended the sales tax to several additional services. Similarly, KY HB8 for 2022 is
expanding the sales tax to 39 additional classes of services that were previously tax exempt.
Additional services taxed under KY HB8 for 2022 include leisure, business, and personal service
industries and activities. For a complete list, see Appendix A. Table 5 depicts Kentucky state
government tax collections from 2017 to 2021.
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Table 5
Kentucky State Government Collections from 2017 to 2021
(Data shown in thousands of dollars)
Tax Category
2021 Total
2020 Total
2019 Total
2018 Total
2017 Total
Total Taxes
15,003,443
13,297,834
13,018,394
12,552,657
12,176,368
Property taxes
659,282
659,610
648,127
636,155
623,778
Sales and gross receipts taxes
     General sales and gross receipts
4,854,279
4,194,295
4,061,518
3,761,476
3,533,420
     Selective sales and gross receipts taxes
          Motor fuels
766,437
721,247
778,538
772,242
759,069
          Alcoholic beverages
181,723
165,918
155,977
143,342
144,602
          Public utilities
75,857
72,437
59,735
58,033
62,107
          Insurance premiums
108,059
172,690
167,617
158,869
147,696
          Tobacco products
380,557
385,098
372,361
307,897
237,788
          Pari-mutuels
40,145
18,366
18,700
9,899
7,489
          Amusements
100
33
177
245
262
          Other selective sales and gross receipts
819,038
675,604
699,156
672,657
741,239
License taxes
     Alcoholic beverages
330
164
3,626
3,615
6,675
     Public utilities
0
0
0
0
0
     Motor vehicles
220,643
207,129
216,151
218,769
209,223
     Motor vehicle operators
24,470
15,988
17,002
17,124
17,194
     Corporations in general
116,284
125,717
148,528
175,687
111,160
     Hunting and fishing
22,423
30,044
27,247
26,417
27,203
     Amusements
231
283
273
295
295
     Occupation and businesses
140,155
133,687
134,936
125,638
128,667
     Other license taxes
6,006
5,717
5,751
5,466
5,251
Income taxes
     Individual income
5,347,949
4,876,169
4,587,321
4,551,762
4,471,797
     Corporation net income
1,061,510
698,277
739,258
735,666
755,126
Other taxes
     Death and gift
77,121
49,098
46,335
45,837
49,111
     Severance
90,187
81,152
119,453
117,341
129,073
     Documentary and stock transfer
10,657
9,111
10,607
8,225
8,143
     Other taxes, NEC
0
0
0
0
0

Source: U.S. Census Bureau, 2022
The state of Kentucky generates most of its revenue from the individual income tax. The
state collects taxes on all income earned by Kentucky residents and all income earned by
nonresidents from Kentucky sources (Kentucky Department of Revenue, 2022). Historically,
Kentucky levied an individual income tax at a rate of 5 percent but the recently passed KY HB8
for 2022 will decrease the rate to 4% beginning January 2023. Furthermore, the individual
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income tax will phase out completely if specified General Fund receipts thresholds are met. The
individual income tax was a crucial revenue source for the state with collections of
$5,347,949,000 which represents 36% of total state government tax collections in 2021. Figure 8
depicts the percentage of total state government collections in 2021 by tax category.
Figure 8
Kentucky State Government Tax Collections 2021
Corporate
7%

Other
1%

Individual Income
36%

Property
4%

General sales and gross
receipts
32%

Selective sales and
gross receipts
16%
License
4%

Source: U.S. Census Bureau, 2022
The second largest revenue source for Kentucky was general sales and gross receipts which
accounted for 32% of state government tax collections in 2021 in the amount of $4,854,279,000.
Selective sales and gross receipts collections were $2,371,916,000 which makes it the state’s
third largest revenue source at 16% of total state governmental tax collections in 2021.
The corporate income tax generated $1,061,510,000 which represents 7% of total state
governmental tax collections in 2021. Both the property tax and the license tax represent 4% of
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total state government tax collections in 2021 with respective receipts totaling $659,282,000 and
$530,542,000. Other taxes collections total $177,965,000 which accounted for 1% of total state
government tax collections in 2021. Overall, Kentucky relies heavily on the individual income
tax and sales and gross receipt taxes which makes each of them an important source of revenue
for the state budget. The combination of these taxes provides a balance between the increased
level of volatility associated with the sales and gross receipts tax and the increased level of
stability associated with the individual income tax.
Conclusions/ Recommendations
1. What are the potential fiscal implications of KY HB for 2022?
For Kentucky, individual income tax revenues increased each year from approximately $4.5
billion in 2017 to $5.3 billion in 2021. In 2021, 36% of state revenues came from individual
income tax collections which was the largest contributor to total state revenues. Kentucky may
be challenged when replacing individual income tax revenues with revenues from an expanded
sales tax on previously untaxed services. At least 50% of the 39 newly taxed services appear to
be optional services (i.e., photography, massage services, cosmetic surgery, and leisure
activities). These services might be eliminated from personal spending if inflation or a recession
decreases the amount of discretionary funds available to the citizenry. With decreased spending,
the General Fund thresholds for tax reductions will not be met and the individual income tax rate
will not change after the initial 1% reduction. According to the Kentucky Center for Economic
Policy, the expansion of the sales tax will generate approximately $100 million annually whereas
the one percent point reduction in the individual income tax rate is estimated to lose $1.2 billion
by 2025 (Kentucky Center for Economic Policy, 2022). Following initial and subsequent
individual income tax reductions, the lost revenue could impact the state’s ability to provide
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essential public services if the revenue from newly taxed services does not generate sufficient
revenue collections to meet budgetary obligations. As a result, after the initial 1% reduction,
safeguards have been included in KY HB 8 for 2022 to protect against revenue shortfalls due to
further rate reductions if certain annual targets are not met.
The ability of a state to generate revenue is essential as it establishes a budget for states to
fund current and long-term obligations. States must establish policies that ensure revenue levels
are sufficient to fund essential needs such as healthcare, education, and infrastructure which are
all directly related to the quality of life of the citizenry. In 2019, Kentucky demonstrated low
rankings in all three of these categories as the state ranked 44th in healthcare, 36th in education,
and 18th in infrastructure. Additionally, Kentucky demonstrated low rankings in fiscal stability as
the state ranked 48th in long-term fiscal stability and 47th in short-term fiscal stability for an
overall ranking of 48. When compared to the other three states included in this paper, Kentucky
ranked as the worst state for fiscal stability.
2. How do revenue collections for Kentucky compare to collections in other states without an
individual income tax?
Tennessee’s greatest revenue source was general sales and gross receipts, and the second
greatest revenue source was selective sales and gross receipts which combined for 75% of
revenue collections in 2021. Tennessee is known as the home of traditional country music and
the state has substantial tourism which generates more than 10 million visitors annually due to
various tourist attractions that are offered. Moreover, Tennessee’s tourism industry including the
Great Smokey Mountains, Graceland, and the Nashville music scene play a big role in generated
sales tax revenue. In 2019, travel in Tennessee generated approximately $1.92 billion in state and
local tax revenue collections resulting in a savings of $748 in taxes per household. Tennessee’s
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tourism generated over $75 million in new state and local tax dollars with approximately half of
this revenue being allocated to public education. Additionally, this revenue supported public
safety, health and human services, business, and economic development (Tennessee Department
of Tourist Development, 2020). The capacity of the state to leverage this tourism into revenue
generation provides the state with a greater ability to generate revenue in lieu of an individual
income tax.
Similar to Tennessee, Florida’s greatest revenue source was general sales and gross
receipts, and the second greatest revenue source was selective sales and gross receipts which
combined for 79% of revenue collections in 2021. Florida experiences more than 100 million
visitors a year due to its beaches, amusement parks, and cruise ships. In 2019, Florida’s tourism
generated over $12.7 billion in new state and local tax dollars. It is estimated that an average of
$1,512 in additional state and local taxes from each of Florida’s 8.4 million households would be
needed to maintain current level of receipts without tourism (Rockport Analytics, 2021). The
state’s capacity to leverage this high level of tourism as well as its agriculture market which
produces approximately two-thirds of the oranges in the country enables Florida to implement
and maintain a no individual income tax revenue model.
New Hampshire, one of the smallest states in America, hosts high tech “smart
manufacturing” industries which makes up the largest sector of New Hampshire’s economy
(U.S. News & World Report, 2022a). This is reflected in the state’s revenue model as the
corporate tax generated the most revenue for the state in 2021 representing 34% of total revenue
collections. New Hampshire implements a two tier business tax which consists of the Business
Profits Tax (BPT) and the Business Enterprise Tax (BET). The BPT is a tax on income from
conducting business activity within the State of New Hampshire, and the BET taxes the
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enterprise tax base with this tax base being a sum of all compensation paid or accrued, interest
paid or accrued, and dividends paid by the business enterprise. The size of New Hampshire and
its ability to leverage this two tier business tax to generate substantial revenue collections
enhances the state’s capacity for implementing a no individual income tax model.
3. Are there revenue generating strategies in other states that have the potential to contribute to
revenue collections in Kentucky?
The combination of Kentucky’s low state rankings for public services and fiscal stability
along with the initial 1% reduction in the individual income tax may produce a need for
supplementary revenue collections. Moreover, after the initial 1% reduction in the individual
income tax rate there is a potential for further reductions if the General Fund receipts thresholds
in KY HB8 for 2022 are met. A review of the revenue sources from other states without an
individual income tax compared to Kentucky’s revenue sources identified potential revenue
enhancing strategies that could be implemented to increase revenue collections. Suggestions for
potential revenue generating strategies are listed below.
1. Two tier corporate income tax
The implementation of a two tier business tax would allow Kentucky to generate additional
revenue from businesses in the state. Currently, Kentucky only imposes a corporate income tax
but a model like New Hampshire would allow for both a tax on income from conducting
business activity in the state and taxes on the enterprise tax base. The two tier corporate income
tax model used in New Hampshire consists of the Business Profits Tax (BPT) and the Business
Enterprise Tax (BET). The BET tax is assessed on the enterprise value tax base, which is the
sum of all compensation paid or accrued, interest paid or accrued, and dividends paid by the
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business enterprise. The BPT is a tax on income from conducting business activity within the
State of New Hampshire (New Hampshire Department of Revenue Administration, 2022b).
2. Invest in tourism activities.
Kentucky should leverage tourism opportunities within the state. With the expansion of the
sales tax under KY HB8 for 2022, it may be beneficial for the state to explore methods of
attracting visitors to maximize the revenue earned from general sales and gross receipts as well
as selective sales and gross receipts. According to the Kentucky Department of Tourism (2020),
business sales related to tourism generated $11.8 billion in 2019 with an associated tax revenue
of $1.5 billion. Moreover, $823 million of the $1.5 billion in tax revenues collected in 2019 was
allocated to state and local governments (Tourism Economics, 2020). Currently, the state attracts
visitors through its Bluegrass music, the Kentucky Derby, and its bourbon production amongst
other methods (U.S. News & World Report, 2022d). Investment in events or activities
surrounding these attractions could generate an increase in visitors per year. Kentucky recently
received $5 million from a federal COVID-19 relief package that will be earmarked to boost
tourism across the state. The goal is to encourage safe travel in all 120 counties (Associated
Press, WLKY News, 2021). The state could also examine the possibility of tax abatements or
breaks for businesses that have the potential to increase the number of visitors per year.
Additionally, the state could invest in its natural parks to update antiquated facilities which in
turn could increase the level of visitors who enjoy the outdoors.
3. The legalization of alternative revenue sources.
Kentucky could explore the possibility of legalizing activities such as sports betting and/or
gambling casinos. Currently, the state only allows charitable games, Kentucky Horse Racing,
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and the Kentucky lottery. In 2021, Kentucky had gross receipts of over $581 million in
charitable gaming, over $6.5 million in Kentucky Horse Racing, and over $1.5 billion in the
Kentucky Lottery (Kentucky Department of Charitable Gaming, 2021). These gross receipts
reflect an appetite for gambling in the state which can be leveraged through the legalization of
sports betting and/or gambling casinos to increase revenue collections through the taxation of
these services. Currently, some residents may commute to neighboring states to gamble or place
bets online which leads to potential revenue collections being lost for Kentucky.
In conclusion, policy makers and state officials should continue to monitor Kentucky’s
progress towards meeting the General Fund receipts thresholds established in KY HB8 for 2022.
If the state consistently misses these marks and revenue collections are low, a new strategy for
the individual income tax could be considered. A progressive tax structure rather than a flat tax
structure would allow for increased levels of revenue collections while ensuring the tax is levied
in an equitable manner. Furthermore, it will allow lower-income households to have increased
purchasing power which can be spent in the economy thus realizing higher levels of sales and
gross receipts.
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Appendix A
KY HB8 (2022): Newly Taxed Services
Photography and photo finishing
Private investigation services
Recreational camp tuition and fees
Advertising and graphic design
Process server
Personal fitness training
Marketing
Repossession of tangible personal property
Massage services, except when medically necessary
Telemarketing
Personal background check
Cosmetic surgery
Public opinion and research polling
Personal financial planning
Investment management
Body modification
Lobbying
Parking
Testing
Executive employee recruitment
Road and travel services provided by automobile clubs defined in KRS 281.010
Interior decorating and design
Website design and development
Travel arrangement and reservation
Household moving
Website hosting
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Condominium time-share exchange
Specialized design services including the design of clothing, costumes, fashion, furs, jewelry,
shoes, textiles, parade floats, and lighting
Facsimile transmission
Rental of space for meetings, conventions, short-term business uses, entertainment events,
weddings, banquets, parties, and other short-term social events
Lapidary services
Private mailroom
Social event planning and coordination services
Labor and services to repair or maintain commercial refrigeration equipment and systems when
no tangible personal property is sold in that transaction including service calls and trip charges
Bodyguard services
Pleasure watercraft docking, launching, and storage
Labor to repair or alter apparel, footwear, watches, or jewelry when no tangible personal
property is sold in that transaction
Residential and nonresidential security system monitoring
Leisure, recreational, and athletic instructional services
Prewritten computer software access
From: Commonwealth of Kentucky Fiscal Note Statement, Legislative Research Commission
2022 Regular Session, page 3.

